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Answer ANY FOUR (4) of the EIGHT (8) questions provided 


Question 1 

The New South Wales Environmental Protection Authority has issued a request for research 
studies to be undertaken to measure the costs and benefits of waste incineration. Two 
consulting firms have responded. Econometricians Unlimited proposes using hedonic pricing 
methods and Surveys Incorporated proposes using a contingent valuation survey. 


For each of these proposed studies provide an explanation of how the consulting firms would 
execute these methodologies and discuss the advantages and disadvantages of these 
approaches. (20 marks) 


Question 2 

When conducting benefit-cost analyses of projects in developing countries values can often 
be distorted since the national currency may be overvalued. Describe how adjustments can 
be made to observed valuations using the border price approach, paying particular attention 
to how non-tradeable goods are valued using this methodology. (20 marks) 


Question 3 
a) Imagine you have been asked to carry out a financial appraisal for a private energy 
company which is considering the construction of a nuclear power station. List the 
benefits and costs of this project to the company. (6 marks) 


b) Now imagine that you have been asked by a government body to carry out a cost- 
benefit analysis of the same project. List the costs and benefits of this project to 
society and explain why some of them may not have been included in part (a). (8 
marks) 


i2) 
~~ 


Briefly discuss the possible consequences of the distribution through time of some of 
the costs and benefits of this project (with respect to the possible risks associated with 
it). (6 marks) 


Question 4 
a) Why is sensitivity analysis an essential part of any benefit-cost analysis? Discuss this 
statement with reference to the inherent uncertainties that any analysis involves. (8 
marks) 


b) Explain how and why each of the following are used within a sensitivity test: 
(i) break-even values; (4 marks) 
(ii) | cross-over values; (4 marks) 
(iii) | elasticities. (4 marks) 


Question 5 

“Only public policies and projects which pass a benefit-cost test should be undertaken’. 
Discuss this statement with reference to the practicalities of the public decision-making 
process and the possible problems that might arise from adhering to this rule. (20 marks) 
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Question 6 

Using Harberger’s approach to measuring the benefits of an output for a project in a closed 
economy with no distortions describe the conceptual basis for measuring these benefits 
when the total quantity of the project’s output partially substitutes for existing supply and 
partially meets new demand. Use a demand/supply model for this description. (20 marks) 


Question 7 
Define and discuss the significance of each of the following concepts: 
a) Net present value (5 marks) 
b) A potential Pareto improvement (5 marks) 
c) Critical variables (5 marks) 
d) Shadow price (5 marks) 


Question 8 

Adani Mining (an Indian owned company) is proposing to construct the Carmichael coal 
mine in Queensland which will be Australia’s largest thermal coal mine (if the project goes 
ahead) along with a 388 km railway line to transport the mined coal to a new port to be 
constructed at Abbot Point. Should the following impacts be included in a benefit-cost 
analysis of the whole project (i.e. the mine, railway line and port)? Explain your answers with 
reference to the societal benefit or cost each represents and carefully explain any 
assumptions you make. 


a) The profits that Adani Mining will make from mining and transporting the coal to India 
where it will be used to fuel power stations also owned by the Adani group of 
companies; (5 marks) 

b) The labour that will be employed within the whole project once it is up and running; (5 
marks) 

c) The carbon emissions produced by extracting coal from the mine and transporting it 
to the coast for export; (5 marks) 

d) The carbon emissions produced from burning the mined coal in Adani’s Indian power 
stations. (5 marks) 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 
result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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